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Key Economic Indicators 


in mi liwons of U.S. 


Domestic Economy 
Population (millions) 


Population growth (%) 

GDP in current dollars 

Per capita GDP current 
dollars 

GDP in millions of 1975 
sucres 

% change 

Consumer Price Index 

% change 

Production and Employment 
Labor force (1,000s) 
Unemployment (avg % for year) 
Industrial Production 

% change 
Govt. oper. 
deficit 
(millions of sucres) 

as % of GDP 

Balance of Payments 
Exports (FOB) 

Imports (FOB) 

Trade Balance 
Current-account balance 
Foreign Direct 

Invest. (new) 

Foreign Debt(year end) 
Debt Service paid 

Debt Service owed 
(rescheduled) 

Debt service ratio 
(payments as of $% of 
merchandise exports) 
Foreign Exchange Reserves 
Avg. Exchange Rate 
Foreign Investment 
Total (cumulative) 

U.S. (cumulative) 
Share($%) 


Surplus or 


1985 


9.4 
2.8 
11,895 


Lysis 


162,779 
3.8 


24.4 


3,090 
10.5 


~1.8 


41,971 
49 


2,904.7 

-1,543.9 

1,360.8 
-85 


60 
7,753 
943 


1,051 
32.5 


195.9 
96.5 


dollars unless 


1986 


9.6 

2.8 

11,507 
1,199 


165,546 
1.7 


242 


3,955 
NA 


2 


“2.9 


2,185.8 

-1,631.0 

554.8 
-643 


70 
8,432 
994 


1,005 
45.5 


144.1 
122.5 


noted 
1987(projections) 
9.9 
2.8 
11,028 
1,114 


165,546 
«ie 


33.0 


NA 
NA 


NA 


-70,800 
~3.8 


1,864.0 
-2,042.0 
-178 
-821 


(1) 
124 
170 (2) 


Approximately $1 Billion of which 
the U.S. accounts for $600 million 


(60%). 





U.S.-Ecuador Trade 
U.S. Exports to Ecuador(FAS) 589.6 NA 
U.S. Imports from Ecuador(CIF) 1,975.7 NA 
Trade Balance -1,386.1 NA 
U.S. share of 
Ecuador's Exports($%) 68.0 58 NA 
U.S. Share of 
Ecuador's Imports ($%) 38.2 31 NA 
U.S. Bilateral Aid 56.4 ots3 3352 
Economic Aid 49.7 53 29.5(3) 
Military Aid 6.7 4.5 Sef 
Principal U.S. exports (1986): Wheat, machinery and 

transport equipment; 

chemicals and related 

products 
Principal U.S. imports (1986): Crude oil; bananas; shrimp; 

coffee; cocoa 


Footnotes: (1) Due to uncertainty regarding possible capitalization of 
this year's debt service and likelihood of extensive borrowing to be used 
for earthquake repair, end of year debt statistics cannot be estimated. 
(2) As of April 30, 1987. 

(3) Fiscal year data including development assistance, economic support 
funds and P1-480. 

NA: Not available 





Introduction and Summary: 


The dominant factor affecting Ecuador's economy in 1987 is the March 5 
earthquake which destroyed 32 kilometers of Ecuador's oil pipeline, 
cutting off oil exports for at least five and perhaps six months. The 
lost oil exports will total at least $570 million. The pipeline 
itself will cost $100 million to repair. The government estimates 
that the earthquake will cost Ecuador $1 billion when the cost of 
infrastructure repairs and fuel imports is added to the loss of oil 
earnings and pipeline repair expenses. 


The earthquake struck an economy already hard hit by the fall in world 
oil prices. In 1986, Ecuador lost about $950 million in oil export 
earnings due to the fall in world oil prices. The earnings shortfall 
triggered a crisis due to Ecuador's heavy dependence on oil exports. 
(In 1985, oil accounted for 14.2 percent of GDP, 62.8 percent of 
merchandise exports and 60 percent of central government budget 
revenue.) Ecuador coped with the loss in oil revenue mainly by 
borrowing from abroad and following a tight monetary policy, not by 
cutting government expenditures which rose by 36 percent in 1986. To 
help adjust its economy, the Government of Ecuador instituted three 
key economic reforms in August 1986: floating interest rates banks 
pay savers- and charge borrowers; reducing tariffs on 153 items by 
10-70 percent; and effectively floating the sucre by shifting all 
foreign transactions to the free foreign exchange market. Despite 
these reforms, real GDP grew by only 1.7 percent in 1986. Real 

per capita GDP growth fell to -1.1 percent. - The massive loss of oil 
revenue coupled with a substantial increase in expenditures created a 
consolidated public sector deifcit equal to 4.2 percent of GDP. 


In 1987, the earthquake probably will reduce real GDP growth 
substantially. At best, growth will be flat and possible it will be 
negative. In addition, the earthquake will create a massive balance 
of payments deficit. Furthermore, it will fuel inflation (the annual 
inflation rate for the year ending April 30 was 29.4 percent, versus 
the 27.3 percent rate experienced in 1986) and spur continued sucre 
depreciation (as of mid-May, the sucre had lost 17 percent of its 
exchange value since the quake). The loss of oil exports has forced 
the government to formally suspend interest payments on foreign debt 
owed to private commercial banks. Government officials are currently 
renegotiating foreign debt payments and revising the 1987 budget to 
account for the impact of the earthquake. 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: 


IMF and preliminary government statistics indicate that GDP 
grew 1.7 percent in 1986. That growth rate was lower than in 
1985 (3.8 percent) and was insufficient to permit real 
per-capita GDP growth. Per capita GDP fell -1l.1l percent. 
Prior to the dramatic 1986 decline in oil prices, the 
government predicted real GDP growth of 2.7 percent in 1986. 
The following table presents the sectoral GDP breakdown and 
growth rates for 1986. 


Sector share of GDP Growth $% 


Agriculture and livestock 14.7 
Petroleum + Mining 14.5 
Manufacturing Li<2 
Construction eat 
Commerce 

Transport + Communications 
Electricity, gas + water 

Real Estate 

Public Admin. 

other 

Total GDP 


Petroleum: 


In 1986, Ecuador produced an average of 293,095 barrels of oil 
per day (BPD) and exported an average of 186,859 BPD. Those 
figures represent a 4.5 percent increase over 1985 production, 
but only a 2.2 percent increase in exports. The remaining 
production increase was used to meet a rise in domestic 
consumption. From July onward, the government constrained 
production and exports in cooperation with OPEC in order to 
force up world oil prices. 


The March 5 earthquake, which destroyed 32 kilometers of the 
Transecuadoran oil pipeline (TEP), knocked out virtually all 
oil production until at least mid-August, 1987. The only 
production possible until the TEP is repaired will be up to 
50,000 BPD sent through a pipeline spur completed in May 
connecting Ecuador's production fields to Colombia's pipeline. 
Venezuela and Nigeria have agreed to provide petroleum 
assistance to Ecuador. Venezuela will export 5 million barrels 
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and send Ecuador 7.5 million barrels for domestic consumption, 
while Nigeria will export up to 1.5 million barrels. Ecuador 

will repay Nigeria and Venezuela in crude once full production 
resumes. 


Once the TEP is fully functioning, Ecuador hopes to produce up 
to 350,000 BPD and use the TEP and Colombian pipeline to move 
the crude to market. Accordingly, the government plans to ask 
OPEC for a larger production quota. 


Fiscal Policy 


In 1986, the government lost about $950 million in oil export 
earnings and at least sucres 70 billion (US$417.7 million) in 
consolidated public sector revenue due to the fall in world oil 
prices. The government did not adjust to the drop in revenue 
by cutting expenditures, however. Spending rose 36 percent to 
sucres 227.9 billion for the year (excluding debt 
amortization). The resulting budget deficit was sucres 41.1 
billion, 2.9 percent of GDP. 


The 1987 budget, adopted in January 1987, called for 
expenditures of sucres 272.0 billion, an increase of 19.4 
percent from 1986. Current budgetary revenue was projected to 
reach sucres 249.1 billion, up 33.4 percent from 1986. The 
projected deficit of sucres 22.9 billion was to be financed 
through the sale of government bonds (22.8 billion) and 
transfers (110 million). 


The March 5 earthquake knocked the January, 1987 budget into a 
cocked hat. 


Although the final revised budget has not yet been approved, 
the Planning Secretariat of the National Development Board 
(CONADE) has released revised figures for the central 
government and consolidated public sector budgets. CONADE 
predicts total central government budget income of sucres 214.6 
billion (non-oil -- sucres 144.3 billion, oil --  sucres 70.3 
billion). Total spending is expected to reach sucres 285.4 
billion (capital account -- sucres 59.4 billion; current 
account -- sucres 167.0 billion, debt service -- sucres 59.0 
billion). The projected central government budget deficit is 
sucres 70.8 billion, sucres 30.0 billion cf which is unfinanced. 


CONADE predicts total public sector income of sucres 375.7 
billion (non-oil -- sucres 251.5 billion, including sucres 28.5 
billion in capital earnings, oil -- sucres 124.7 billion). 
Total public sector spending is expected to reach sucres 
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573.3 billion (current account -- sucres 280.0 billion; capital 
account -- sucres 227.3 billion; debt service -- sucres 66.0 
billion). The projected public sector deficit is sucres 197.6 
billion, sucres 35.9 billion of which is unfinanced. 


Monetary and Credit Policy: 


The government's monetary and credit policies are key parts of 
its adjustment program, designed to reduce inflation and ease 
speculative pressures on the exchange rate. 


Ecuador pursued an extremely tight monetary policy in 1986. 
According to Central Bank data, Ml grew 20.1 percent in nominal 
terms, (sucres 27.7 billion) to reach sucres 165.8 billion. 
However, given the annual inflation rate of 27.3 percent, Ml 
fell 7.2 percent in real terms. 


Credit policy was even more contractionary. The Central Bank's 
normal credit operations grew only 13.1 percent (sucres 11.2 
billion) to reach sucres 96.6 billion in nominal terms in 1986 
-- declining 14.2 percent in real terms given inflation. The 
Central Bank restrained the growth of credit by severely 
restricting banks’ access to Central Bank rediscounting 
facilities, requiring banks to reserve against deposits held in 
the form of polizas de acumulacion (negotiated rate 
certificates of deposit), and increasing interest rates on its 
lending to the financial sector. 


The range of interest rates for passbook savings rose to 
between 21 and 27 percent in 1986 from between 20 and 22 
percent in 1985. The interest rate for general lending rose 
to 26 percent in 1986 from 23 percent in 1985. Thus, Ecuador 
made substantial progress in moving towards the establishment 
of real positive interest rates in 1986. 


The government has continued its tight monetary and credit 
policies in 1987. Nominal Ml growth for the year ending 
February 28, 1987 was 18.9 percent. Since inflation for that 
period was 25.5 percent, Ml fell 6.6 percent in real terms. 
The Central Bank's normal credit operations grew 13.0 percent 
in nominal terms for the year-ending February 28, 1987 -- 
declining 12.5 percent in real terms. 


Balance of Payments: 


Ecuador's balance of payments situation deteriorated in 1986 
due to the dramatic decline in oil prices and oil export 
earnings. The current account deficit, however, would have 
been far larger had non-oil export earnings not increased by 23 
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percent. The overall balance of payments deficit reached only $52 
million because Ecuador received significant assistance inflows and 
borrowed heavily from abroad. The deficit was financed by an 
equivalent drawdown of foreign exchange reserves. 


In 1987, the $570 Million loss of oil export earnings combined with 
falling coffee prices and the high import intensity of the earthquake 
reconstruction effort will cause a massive balance of payments 
problem. Despite government efforts to cut non-quake related public 
sector imports, the net impact of the disaster will be to increase the 
import bill by $396 million, including imports of reconstruction 
supplies and additional refined products, The disaster has forced the 
government to formally suspend interest payments to private banks. 


The following table summarizes Ecuador's 1986 balance of payments 


performance and the projected 1987 balance of payments (in millions of 
dollars): 


1987 


Current Account -821 
--Trade Balance -178 
--Exports, FOB 1,864 
Petroleum 785 
Other 1,079 
--Imports, FOB -2,042 


Service Account Balance -673 
--Credits 445 
--Debit -1,118 
Interest -254 
Other -876 
Net Transfers 30 


Capital Account 667 
--Foreign Direct Investment 90 
--Medium/Long-term Debt 542 
--Drawings 843 

Multilaterals 599 


IBRD 
IDB 295 
Other 50 
Banks 0 
Suppliers 102 
Bilaterals 142 


254 


--Amortization -301(1) 
Multilaterals -87 
IBRD -37 





IDB 

Other -8 
Banks 0 
Suppliers -114 
Bilaterals -100 
Other 35 


-42 


Balance -154 
--Reserves(- equals increase) 20 
--Arrears 0 
--Financing Gap 134 


Footnote: (1) 1986 amortization includes $1.005 billion which was 
rescheduled. The net amortization outflow was $298 million. 


The 1987 balance of payments projection assumes an average oil price 
of $16.50/bbl and export volume of 47.5 million barrels of oil. The 
projection also assumes that falling coffee earnings will be only 
partly offset by higher shrimp exports. 


The Embassy estimates Ecuador will receive the following 
disaster-related disbursements from multilateral agencies' IBRD-- $100 
million, IDB--$50 million, Andean Pact Reserve Fund -- $11 million. 


Even if Ecuador receives these assistance inflows and makes no net 
debt payments to private banks, the loss of oil export earnings 
coupled with reconstruction costs will create an overall balance of 
payments deficit of $154 million. - Net foreign exchange reserves were 
$118.6 million as of April 30, 1987, and essentially all of those 
reserves were gold. We anticipate that by the end of the year, net 
foreign exchange reserves will recover to the January 1987 value of 
gold reserves ($124 Million). At that level, net foreign exchange 
reserves will have decreased by $20 million in 1987. Given those 
figures, Ecuador cannot finance more than $20 million of its balance 
of payments deficit by drawing down foreign exchange reserves. 
Moreover, the government cannot reduce the size of the deficit by 
further compressing already low public sector imports, and it has 
pledged not to finance the deficit by intervening in the free foreign 
exchange market, thereby depriving the private sector of foreign 
exchange. Therefore, the entire $134 million remaining deficit should 
be considered a financing gap. If scheduled interest ($466 million) 
and amortization ($296 million) payments to private banks are factored 
into the analysis, Ecuador's balance of payments situation would be 
vastly worse. The current account deficit would reach $1.29 billion, 
the capital account surplus would shrink to 371 million, and the 
overall deficit (financing gap) would be $896 million. The fact that 
an overall deficit of that magnitude is unsupportable leads us to 
believe that the private banks will provide some form of debt relief 
equal to 1987's projected payments. 





Inflation: 


The urban consumer price index increased by 27.3 percent in 1986 as 
compared with a 24.4 percent increase in 1985. Inflation has 
continued to rise in 1987, due largely to the economic effects of the 
earthquake. The annual rate of inflation for the year ending March 
31, 1987 was 29.4 percent. A 5.2 percent monthly increase occurred in 
March sparked largely by a 37.5 -186.0 percent increase in fuel 
products prices and subsequent rise in transportation fares. The 
embassy expects the economy to quickly adjust to the fuel price 


inrease and the monthly inflation rate should slow in the coming 
months. 


Foreign Exchange and Exchange Rate Developments: 


Net foreign exchange reserves fell to $144 million as of December 31, 
1986. Reserve liquidity became a severe problem because $124 million 
of these reserves were held in the form of monetary gold. Net foreign 
exchange reserves reached their lowest level in three years on April 
30, 1987 when they fell to $118.6 million, a drop of 17.7 percent from 


December, 1986. Net reserves wece not sufficient to cover even one 
month's imports. 


The exchange rate was volatile for most of 1986. The free market 
dollar appreciated 37 percent between January and July reaching a 
high of 172 sucres per dollar. The dollar began to depreciate after 
the government floated exchange and interest rates in August, 
however. The exchange rate stablized at 146 sucre per dollar from 
October 1986 through the first three weeks of February 1987. The 
average exchange rate for 1986 was 122.5 sucres per dollar. 


The exchange rate has been volatile since the earthquake. In April 
the sucre fell to 182.5 sucres per dollar before settling at 168 
sucres per dollar April 24, which itself is a 13.5 percent 
depreciation since the earthquake. In May, the depreciation resumed. 
At mid-month, the free market exchange rate was 180 sucres per dollar. 


The economic reforms introduced in August, 1986 broadened and deepened 
the foreign exchange market, thereby moderating the depreciation of 
the sucre. The government's tight monetary and credit policies also 
restrained the rate of depreciation by reducing the economy's 
liquidity. Most observers believe that the pre-August, 1986 foreign 
exchange market would have reacted much more strongly to the 
destruction of the Transecuadorean Pipeline, and that the pace of 
depreciation would have been far faster than it has been. 





Debt: 


IMF figures indicate that Ecuador's external debt grew 8.8 percent 
($679 million) in 1986 to $8.4 billion . The government borrowed 
primarily to offset lost oil revenues and to avoid taking painful 
balance of payments adjustment measures. The external debt should 
grow substantially in 1987 due to borrowing for reconstruction 
costs. Ecuador's current suspension of interest payments on debt 
owed to private commercial banks is translated into further 
borrowing, total debt will increase even more. 


The debt service ratio (given debt service payments and merchandise 
export earnings detailed in the balance of payments table) was 45.5 
percent in 1986. Given uncertainties regarding the amount of debt 


service Ecuador will pay this year, we cannot estimate 1987's debt 
service ratio. 


Implications for U.S. Business: 


The March 5 earthquake probably will not reduce Ecuador's ability to 
import U.S. products. Non-oil export earnings continue to be 
dedicated to financing private sector imports in accordance with the 
August 1l, 1986 decision to free those earnings from Central Bank 
control. In addition, suppliers have shown continued willingness to 
supply credit based on the private sector's ability to generate and 
utilize its own supply of foreign exchange. 


Several other factors, however, may constrain both total imports and 
the importation of U.S. products. The rapid post-quake depreciation 
of the sucre against the dollar in the free foreign exchange market 
has made imports -- and U.S. products in particular -- more 
expensive. Next, Ecuador's suspension of payments on its debt owed 
to private banks may lead to future credit difficulties. Finally, 
if the sharp decline in world coffee prices causes a substantial 
fall in coffee export earnings, the private sector's foreign 
exchange supply could be smaller than anticipated. If the 
government decides to restrict imports due to lack of foreign 
exchange we would expect the restriction to take the form of slower 
processing of import licenses, not tariff increases, the 


establishment of quotas, or prohibiting the importation of certain 
products. 


Increases in U.S. exports to Ecuador are anticipated in several 
sectors. First, quake-damaged infrastructure will have to be 
replaced, which should generate demand for communications gear, 
electric power machinery, and construction equipment. Next, 
agricultural equipment imports should increase as the result of the 
increased flow of credit to that sector, and the expansion of the 
shrimp industry. Finally, heightened oil and gold exploration 
acitivity should generate increased import demand. 





